






Hon. Xavier Becerra 4 December 12, 201 7 

effect immediately.) It is unknown how cities and counties would respond. If few communities 
took subsequent actions, the effects would be limited. If, however, many cities significantly 
broadened the scope of their existing policies or adopted new rent control regimes, the effects 
would be significant. A substantial expansion of rent control in California could result in economic 
effects more dramatic than those suggested by research on rent control to date, including 
significant reductions in construction of new housing. 

Reduced Property Tax Revenues. Under the measure, more property owners would face the 
risk and possible reality of new rent regulations. This likely would lead to a decline in the market 
value of these properties. This reduction in market values would be reflected in properties ' 
assessed values over time as they are sold and reassessed to their market value. This, in tum, would 
reduce property tax collections for local governments. Depending on actions taken by local 
governments, these property tax losses could range from a few million dollars to low hundreds of 
millions of dollars per year. 

Changes in Personal Income Tax Revenues. The measure could decrease personal income 
tax revenues in multiple ways . For example, landlords whose income is reduced due to new rent 
regulations would pay less income tax. In addition, owners of properties that are devalued by 
new rent regulations could earn less capital gains when selling their properties. This would 
reduce revenues from the taxation of these gains. Losses from rental income and capital gains 
taken together could range from the low tens of millions of dollars to over one hundred million 
dollars per year. Other factors may increase personal income tax revenues, especially over time. 
A significant shift in homes from the rental market to the ownership market could make it easier 
to find homes for purchase and more difficult to find available rentals. This could make the state 
more attractive to households that are able to purchase a home- who tend to have higher 
incomes- and less attractive to renters. Over time, this could increase the income levels of the 
households that move to or stay in California. This increase in household income could, in tum, 
lead to higher personal income tax payments. Overall, the net effect of the measure on personal 
income tax revenues is unclear. It is more likely than not, however, that the measure would result 
in a decrease in personal income tax revenues of an unknown- but potentially significant
magnitude. 

Change in Sales Tax Revenues. The measure could increase sales tax revenues in several 
ways. For example, some renters likely would spend less on rent, allowing them to spend more on 
taxable goods. Some renters also may take on longer commutes to stay in rent-controlled 
apartments. This could increase taxable sales of new vehicles, parts, and gasoline. On the other 
hand, some factors could reduce sales tax revenues. For example, less rental income for landlords 
who reside in California could result in them spending less on taxable goods. In addition, less 
moving among renters could mean less taxable spending on items like furniture, home goods, 
moving vehicles, or meals. The measure's net effect on sales tax revenues is unclear. It is more 
likely than not, however, that the measure would result in an increase in sales tax revenues of an 
unknown- but potentially significant- magnitude. 

Net Effect on State and Local Revenues. Overall , the measure would have several effects on 
state and local tax revenues. Some effects are very likely to lead to revenue losses, some to gains, 
and others are ambiguous. Reductions in revenue from taxes on property values, rental income, 
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and capital gains are very likely and potentially significant. These are balanced by potentially 
significant gains in sales tax revenues. In addition, several other factors could lead to somewhat 
less significant increases and decreases in various tax revenues. While the net effect of all of 
these factors on state and local tax revenues is unclear, a net decrease appears more likely than a 
net increase. 

Changes in Constitutional State Budget Requirements. Changes in property tax, personal 
income tax, and sales tax revenues could increase or decrease Constitutional requirements for 
school funding, reserve deposits, and debt payments. The magnitude of these potential effects is 
unclear. 

Increased Local Government Costs. If cities with existing rent control policies elect to 
significantly expand the number of regulated units, they likely would face increased administrative 
and regulatory costs. Similarly, if other communities respond to the measure by adopting new rent 
control regimes, they would face new administrative and regulatory costs. Depending on actions 
taken by local governments, these costs could range from minimal to tens of millions of dollars per 
year. These costs likely would be paid by fees on owners of rental housing. 

Summary of Fiscal Effects 
This measure would have the following major effects: 

• Unknown, but potentially significant, changes in state and local government tax 
revenues. Net decrease more likely than net increase. 

• Potential increase in local government costs of up to tens of millions of dollars per 
year in the long term, likely paid by fees on owners of rental housing. 
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